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MONITORING AND EVALUATION OF PRIVATIZATION PROGRESS 
IN DEVELOPING COUNTRIES 

PURPOSE 

The purpose of this monitoring and evaluation mechanism is to identlt'l, i\ here .I 

given country is located at the present time in terms of privatization cornrnltrnenr xr:~! - 
activities and to assess its progress over the life of this Privatization and De\,eloj~n:c.n: 
project (PAD) undertaken by the International Privatization Group (IPG). 

This mechanism will be used with those countries where IPG has technical assistance 
activities, training or applied research activities. It can also be used by the IPG as a countr?. 
selection mechanism for IPG involvement because IPG's target countries are the ones nith 
strong commitment to privatization and which have a high chance of success. 

THE MECHANISM 

1. COMPONENTS AIVD VARIABLES 

The major components of the mechanism used to monitor and evaluate privatization 
progress in developing countries should contain the relevant variables cited in the literature 
of privatization as well as by the practitioners and they could be grouped inro t'iie 
categories: 1/ host country government's (HCG) commitment to privatizat~on: 2: 
institutional adaptation to the privatization requirements; 3/  SOEs 'readiness; 4/ investors' 
interest and trust in participating in the privatization process and 5 /  donors' interest and 
commitment to support the privatization effort discussed as follows. 

A. Government Commitment 

The government commitment could be measured by the absence (0) vs. the e.uistence 
(1) of the following variables needed to enhance the likelihood of success in privatization: 

1. Privatization Policy: The HCG's commitment to privatization is clear when there is an 
explicit privatization policy which spells out in writing what and why the HCG wants to 
privatize the SOEs. The existence of such policy would enhance the likelihood of success 
because not only commitment is important but also such policy provides a clearer direction 
for privatization planning and implementation. 



2. Privatization Strategy: The HCG's commitment becomes even stronger *.hen a [ratek? 
of privatization exists because i t  shows clearly that i t  has seriously considered how to cam- 
out its policy. Once again, the existence of a strategy would enhance the chance of siiccess. 

3. Privatization Committee: The existence of a pri~.atization commirree is indic3tiL.e of the 
HCG's commitment to privatization. A permanent committee shocs.s a stronger commitment 
than an ad-hoc one. Also. a permanent committee tends to produce better pri~.atization 
decision than an ad-hoc one for the simple reason of rime commitment and hence higher 
learning curve. Finally, a privatization committee normally consists of representatit.es from 
the responsible ministries which have SOEs under their umbrellas as n.ell as representclti~e~ 
from the private business sectors. Such committee ivould tend to understand better hat 
might be successful and what might not as it has the balanced view of all constituencies of 
privatization, namely the sellers, the potential buyers and the manazernent of the SOE which 
constitute the product in the transaction. 

4 T q e t  List of SOEs for Privatikatz'on: The longer the list, the higher the desire o f  the 
HGC to privatize its SOEs. Normally, the list would exclude the national-security sen;iti~.e 
SOEs and hence, the risk of renationalization of the privatized SOEs would be diminished: 
therefore, enhancing the chance of successful privatization. 

5. Public Statements Made by Political LRaders: The HCG's commitment would be most 
obvious if the Prime Minister or better than that the President himself makes a public 
statement supporting privatization. 

6. Privatization Law/Decree: The HCG's commitment translated into actual action 17 
issuing a Presidential decree/law would enhance the privatization success such 
law/decree describes the rule of the game for the involved parties to follow. 

7. Privatization Fund: The establishment of a privatization fund would provide the 
necessary source of financing which constitutes one of the major bottleneck to pri~.atization. 
This is indicative that the HCG has carefully planned its privatization effort and hence the 
likelihood of success would be greater. 

8. Number of Privatized SOEs: Finally, the number of SOEs which have been actually 
privatized is the strongest indicator of the HCG's commitment to successful privatization. 

B. Institutional Ada~tat ion  

The prerequisites to successful privatization are the institutional adaptations ivhich 
would provide a favorable economic environment discussed as follows: 

I .  Fiscal Policy: Tax incentives on dividend and capital gain are necessary to stimulate 
ownership of stocks issued from privatized SOEs which in turn facilitates the development 
of a capital market and promotes financial broadening and financial deepening. Tau 
incentives are also necessary to attract foreign investors to participate in the privatization 
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transactions. Also, a decrease of subsidies to the SOEs is a clear indication of  HCG', firm 
intention to force privatization of inefficient SOEs. 

2. Monetary Policy: Policy which promotes the development of existing financial institu;ions 
such as insurance companies or pension Funds in order to allow them to actively participclre 
in the financing aspects of privatization would enhance the likelihood of  success ot' 
privatization. \lonetxy policy could also promote the creation of new finuncial institutions 
such as mutual funds or investment companies in order to help the process of financial 
intermediation between savinss and securities investments rather than the traditional i7;ink 

deposits. 

Favorable monetary policy would stimulate the capital market tcith new Instrument. 
created for trading, giving the investors more choices. With more participants 2nd a place 
for trading, the trading volume would increase and the necessity of an uniform accounting 
procedure would have to be used in order to maintain investors confidence especially L+ hen 
a strong Security Exchange Commission is put in place. 

3. Developmea P lm:  The existence of a substantial section reserved specifically for 
privatization planning would normally enhance the likelihood of success because objective.; 
are normally spelled out, costs, financial resources and impacts are identified. 

4. PnLate Sector Development: Investment laws and price decontrol policy need to be 
stimulative to the development of the private sector in order to support the privatization 
effort as more competition will take place and efficiency becomes a must for sumi\al i n  the 
absence of government subsidies. 

C. SOEs Readiness 

I. Management Support: Management of the privatized SOEs need to be involved from the 
outset of the privatization effort in order to ensure their support. Contrary to general belief 
that SOE management would automatically object to privatization because of the fear of 
losing jobs, well informed management which knows about the short term and long term 
impacts of privatization and the measures to be taken to smooth out the ownership transfer 
process would give the support. 

2 Employee Communicarion: Communication with the employees, training for relocation, 
compensation for early retirement and the possibility of employee ownership of the SOEs 
to be privatized would normally reduce resistance from the employees. 

3. SOEs Per$ormance: Highly liquid, efficient and profitable SOEs are always more likely 
to be successful post-privatization. Yet, less profitable SOEs or even losing ones could also 
be successful post-privatization if they have the necessary ingredients for profit such as 
without price control for example. The financial performance variables to be used would 
be as follows: 



. Liquidity: 

. Efficienq: 

. Current ratio 

. Account receivable turnover ratio 

. Inventory turnover ratio 

. Current asset turnover ratio 

. Fixed asset turnover ratio 

. Total asset turnover ratio 

. Le~,ern,qe: . Debt to total asset ratio 
. Interest coverage ratio 

Profita h if ie : . Return on investment 
. Return on equity 
. Gross profit margin 
. Operating profit margin 
. Net profit margin 
. Earning per share 

Privatization cannot be successful unless there are potential investors who are 
interested in the SOE because they foresee the potential profit earned from the enterprise. 
The interest can be from the local business community as well as from foreign inbestors. 
The broader the impacts on the country post privatization, the better. For this reason. rhs 
method of ownership transfer could affect the scope of the privatization impacts. A n  
outright liquidation can simply transfer the ownership to a few owners and this approach 
might not be beneficial in the long run to the development of a capital market because such 
method does not provide the ingredients for financial broadening nor deepening. I n  
contrast, a public offering of stocks coupled by an employee stock ownership plan (ESOP) 
would create a broader impact. 

, E. Donors' Commitment 

The donors'commitrnent could be indicated first by the interest of the head of 
mission in the HC, whether the person represents AID or any other aid development 
institutions. The next indicator of donors' commitment which are facilitators to successful 
privatization consists of the existence of a written strategy for privatization and the financial 
resources allocated. 

DATA & METHODOLOGY 

The monitoring and evaluation matrix as shown by the attached exhibit could be used 
for each country based on data provided by the field consultants as well as by inteniews 
with those who have worked in a given country of interest to IPG. The sources of 
information could also come from the HCGs or the international donors operating in  the 
countries. 
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Each variable could receive a weight and the total number of scores uould  d e r ~ : ~ l r : c '  
whether a country belongs to which of the following five categories: 

. Category I: countries with no interest in privatization: 

. Category 11: countries with some interest in pri~,atization h ~ ! t  
which do  not have a clear commitment the HCG 
to such plan; 

Category 111: countries with interest and HCG's commitment to p r ~ \ a r ~ z : ~ ~ i o r ?  
but which have not privatized any state-onnecl enrei;Jrtxc.~ 
(SOEs) yet; 

Category IV: countries with interest and HCG's commitment to 7ri~atiz;ltion 
and have privatized some SOEs but are still lackir.,: rhe proper 
institutional adaptations and technical knou-how in order to do 
it successfully and; 

Category V: countries with interest and HCG's commitment to 
privatization and have successfully pri\.atized their 
S O E s  b e c a u s e  a l l  n e c e s s a r y  i n g r e d i e n t s  a r e  
present. 

The weight given to each variables could be zero ( 0 )  vs. one (1) with nominal 
answers are  applicable such as "yes" or "no". For example, if a country has a nritten 
privatization policy then the answer is "yes" and one point (1) is given. .A zero ( 0 )  is gi\.en 
if there is no privatization policy. 

If attributes are  nominal and some intensity of such attribute could be determined 
then one (1) would be used for the weakest intensity and two (2)  would be used for the 
higher intensity. For  example, a one (1) is given if the Prime Minister has made public 
announcements in support of privatization while a two (2) is given i f  the President himself 
has done it instead. 

Variables which a re  quantifiable are given the numerical weight. For example, a 
country with five SOEs which have been privatized would receive a weight of five (5) while 
another with 12 would receive a score of 12. 

The  evaluation would be made each year as well as by comparing the change 
overtime based on  higher score and on  the kind of variables which have taken place 
throughout the life of this project. 

The  examination of the evolution overtime could also provide some clue as to how 
and which variables would correlate the most with the increase in privatized SOEs and the 
impacts of such privatization efforts on  certain aspects of developing which could be 
attributed more distinctly to the privatization effort such as financial deepening and 



broadening, higher efficiency of privatized SO&, higher  business income t a x  collectc.cl t:! 
t h e  HCGs or reduced subsidies to SOEs. 



GOVERNMENT 
COMMITMENT 

- Privalization Policy 

- Privatization SDalegy 

- Privatization CommiUee 
o Ad hoc 
o Permanen1 

- Target Lisl of SOEs 

- Public AnnwcementlPR 
o Prime Mmisler 
o President 

- Privatization Fund 

- Request for donors help 

INSTITUTIONAL 
ADAPTATION 

- Fiscal Policy 
o Taxation 
o Subsidies Reduction 

LO SOES 

- Monelary Policy 
o Financial institution 

Dcvelopnhenl 

MONITORING AND EVAIAUAI'ION MA'I'HIX 

PRIVATIZATION ACTIVITIES 

COUNTRY X 

AID Missions e n  the pertinent ministries are 
called upon as pnme sources of infonnauon 

Prime Ministry (PM) / AID Missions 

PM 

PM / Missions 

PM 

PM / Missions 

Finance Ministry 

Central Bank 

cs ) are riven h c  wci~h~ of I .  

Temporal Dev 



o Types of 
insuupents 

o Secunlles Exchange 
Commission 

o Accountin 
p r o c ~ v n i  

- Private Sector 
Development 

o Price Decontrol 
o Investment Laws 

SO& READINESS 

- Management Supporl 

- Employees 
o Comunicati~R 
o Traininp/Relocauon 

- Performance 
o Profi~ability 
o Efficiency 
o Liquidity 

I - Rehabilimion/ 
Revamping 

PARTICIPATION 
- Interest 

0 lmi 
o inlernational 

- Transactions 
o local ownership 
o inlernalional 

ownership 

MONITORING AND EVALUATION MATRIX 

PRIVATIZATION ACTIVITIES 

COUNTRY X 

:end Bank 

Chamber of Commerce / Business Associalio, 

PM/ Privatization Committee 
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Form 
o Liqujdation 
o Leasmgs 
o Management Contracl 
o Private offering of 

shares 
o Public offering of 

shares 
o ESOPs 

)ONORS COMMITMENT 
o Director's Interest 
o Money Alloc3on 
0 smlegy 

MPACTS 
o Public Revenue from 

Business Income Tax 
o Private Sector 

Investment 
o Financial Deepening 
o Ownership W~dening 
o I n c d  

compe@ion 
o Post pnvauzation SOE's 

efficrenc y 
o Number of SEO's 

Privatized 

TOTAL, SCORE 

MONITORING AND EVAIAJATION MATRIX 

PRIVATIZATION ACTIVITIES 

COUNTRY X 

AID, Development Banks (World Bank, 
Asian Development Banks etc.. ..), Embassies 

PM / Missions 

Temporal Development and Scoring 


